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Fernando Henrique Cardoso candidate for the Partido da Social Democracia Brasileira (PSDB) has
been on a winning streak since the July 1 introduction of Brazil's new currency, the real. Until Sept.
1, it even looked like he might pull off a first-round victory in the Oct. 3 general elections. However,
the eruption of a major political scandal that forced the resignation of Finance Minister Rubens
Ricupero could threaten Cardoso's candidacy and jeopardize the economic stabilization plan. The
scandal has given opponent Luis Inacio "Lula" da Silva of the Partido dos Trabalhadores (PT) his
first good news in two months. Until last June, Lula looked like a sure winner in Brazil's presidential
contest, with the PT candidate commanding a two-to-one lead over his closest rival. Nevertheless,
since the government launched its economic stabilization plan on July 1, Lula's ratings have been
sliding non-stop in the polls.
Under the stabilization plan, the government introduced a new currency on July 1 that is pegged
in value to the US dollar. That, combined with government efforts since the beginning of the year
to balance the federal budget and eliminate Brazil's chronic fiscal deficit, has drastically reduced
inflation. The consumer price index plummeted from nearly 50% in June to just 6.9% in July, and
then to 5.5% in August (see Chronicle of Latin American Economic Affairs, 09/08/94). Cardoso
is universally credited for the economic turn- around, since he designed the stabilization plan
dubbed the "Plan Real" before he resigned as finance minister in April to run for president. As a
result, Cardoso's standing in public opinion polls has soared since July, while Lula's standing has
plummeted.
A Gallup poll released on Aug. 31, showed that 42.8% of those responding supported Cardoso,
compared to 21% support for Lula. The latest Datafolha poll, and the latest poll by IBOPE (Instituto
Brasileiro de Opiniao Publica e Estadistica) showed Cardoso with 45% support and Lula with 23%.
Those figures, published on Aug. 31, represent a 5-point gain for Cardoso and a 2-point drop for
Lula since the previous IBOPE poll, released one week earlier.
Notwithstanding the reversal in Cardoso's and Lula's standing in the polls, the surveys also show
that the number of decided voters has declined in recent weeks, while the number of undecided
has risen. A Vox Populi poll published Aug. 27 showed that in the past three weeks, Cardoso lost
two points and Lula four, with the percentage of undecided voters climbing to 36%. However, when
asked, "Who is the worst candidate?" 21% answered Lula, while only 5% said Cardoso. Virtually all
political commentators blame the Plan Real for Cardoso's turn-around in the polls. "It's the Plan
Real that is being elected," economist and former Central Bank head Afonso Celso Pastore told the
Jornal do Brasil daily, saying Brazilians strongly support the plan. Indeed, a Datafolha poll released
Aug. 31 showed that 77% of Brazilians support the stabilization plan. Moreover, even 62% of those
that favored Lula in the poll still expressed backing for the stabilization plan.
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In fact, Lula's collaborators admit that Lula's strategy of criticizing the plan when the new currency
was launched in July accelerated his drop in popularity, since voters may have interpreted the PT's
stance as obstructionist. "The criticisms of the plan have given the public the impression that we are
against the drop in inflation," said socialist deputy Roberto Freire, a Lula supporter. "The attacks
on the economic plan have become a boomerang against the Lula candidacy." As support for the
Plan Real went up and support for Lula went down, the candidate began to soft-pedal his criticism
of the economic program. Lula now says he would do whatever is necessary to prevent a return to
runaway inflation. By late August, virtual euphoria gripped the Cardoso camp, since it began to look
like a first-round victory for Cardoso was not only possible, but probable. Aides began discussing a
post-election cabinet and drawing up plans for a public spending program patterned after Mexico's
Solidaridad program for social development. But at the beginning of September, a new political
scandal exploded, which may well alter the electoral landscape before the first round of elections.
On Sep. 4, then finance minister Ruben Ricupero made a series of off-the-record remarks to TV
Globo's political reporter Carlos Monforte that were inadvertently aired on television. During an
informal conversation between two news interviews, Ricupero candidly admitted to Monforte
that government resources are being used to bolster Cardoso's candidacy. Perhaps even more
controversial, Ricupero unabashedly stated that the government is deliberately hiding all "negative"
information about the effects of the stabilization plan to boost Cardoso's popularity, thus increasing
widespread suspicion that the government is manipulating economic data to create the appearance
that inflation has dropped more than it really has.
"I have no scruples," said Ricupero, unaware that his statements were being transmitted. "What
is good, we take advantage of. What is bad, we hide. I'm Cardoso's biggest vote-getter." Making
matters worse, just before the TV Globo scandal broke, Ricupero had already stated in public that
he would "guarantee" that monthly inflation would show a greater drop in September and would
not exceed 1%. As a result, the Globo broadcast raised questions about the accuracy of government
inflation figures.
Ricupero was forced to resign in the wake of the outcry over his remarks and was replaced as
minister of finance by Ciro Gomes, governor of the northeastern state of Ceara and also a regional
director of Cardoso's PSDB party and one of his campaign directors. The full effect of the scandal
will become clear in the coming weeks. In the meantime, however, the incident has significantly
dampened the Cardoso campaign. Both Lula and PMBD candidate Orestes Quercia filed petitions
with the electoral tribunal (Tribunal Superior Electoral, TSE) to disqualify Cardoso for electoral
fraud, accusing him of directly benefitting from government support for his campaign. Even before
the uproar over Ricupero broke, the TSE had announced on Aug. 31 that it was investigating
allegations of misuse of government resources and directed Cardoso to respond to the charges.
Although unlikely, the TSE could disqualify Cardoso and it could also bring criminal charges
carrying penalties of up to two years in prison against any government ministers or functionaries
who have used the government machinery to support a political campaign.
Among other incidents, the PT cited three specific examples in which government officials have
used their offices and public resources to influence the campaign in Cardoso's favor:
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* On Aug. 23, both Lula and PDT candidate Leonel Brizola charged that government funds were
being used to promote Cardoso's candidacy, after remarks made that day by Minister of Integration
Aluizio Alvares. At the opening of a public- works project in northeastern Brazil, Alvares, a leader of
the coalition backing Cardoso, requested that people translate their applause into votes. His remarks
prompted President Itamar Franco to cancel all further ceremonial appearances, especially any
inaugurations of public works projects, to avoid the appearance of promoting a particular candidate.
* Also on Aug. 23, the daily newspaper Folha de Sao Paulo published a note written by Energy
Minister Alexis Stepanenko in which he asked Minister of Planning Beni Veras to support an electric
power project that "is a commitment of the president, FHC [Cardoso], and me."
* On Aug. 29, the Folha de Sao Paulo newspaper also reported that the government intelligence
service (Secretaria de Asuntos Estrategicos, SAE) was spying on leaders from the pro-Lula labor
federation Central Unica de Trabalhdores (CUT), because the SAE feared that CUT might instigate
unrest to promote Lula's candidacy.
Meanwhile, the Ricupero scandal has undermined the credibility of government economic statistics
and given rise to doubts about the soundness of the economy. Any drop in public confidence in
the economic stabilization plan is bound to be reflected by a drop in voter support for Cardoso, the
plan's architect. The first Datafolha poll taken after the Ricupero incident shows that so far Cardoso
is still holding a 44% to 23% lead over Lula. Nevertheless, for the first time since June the PT is
optimistic. "The climate has changed, and now even our adversaries admit that there will be a runoff
election," said PT vice presidential candidate Aloizio Mercadante.
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